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Financing of Large Corporations, 1951-55
A LARGE INCREASE in funds from opera-
tions and from external financing more than
matched the increase in capital outlays of
large corporations in 1955, and their liquid
asset holdings rose. Companies in the Fed-
eral Reserve sample added $3.1 billion to
their holdings of United States Government
securities, a record amount, and added
slightly to their cash balances.
1
This rise in liquid asset holdings slightly
exceeded the increase in tax and other short-
term liabilities owed by large corporations
as a group. As a result, liquidity, measured
by the ratio of liquid assets to current liabili-
ties, continued to rise. The ratio at the end
of 1955, however, was below the levels pre-
vailing prior to 1951. Liquidity declined
sharply in 1951 and 1952, owing to the
financing requirements associated with the
industrial mobilization program undertaken
after the outbreak of Korean hostilities. The
decline was halted in 1953, and there was
some recovery in the next two years. Factors
NOTE.—This article was prepared by Robert R.
Moss of the Business Finance and Capital Markets
Section of the Board's Division of Research and
Statistics.
xThe sample of large corporations for which the
Board of Governors regularly compiles financial data
includes 198 companies in 10 manufacturing indus-
tries, 41 in retail trade, 20 railroads, 35 electric utili-
ties, and one communications company. The previous
total number of 300 corporations has been reduced
to 295 by mergers. Composite balance sheet, selected
income statement, and sources and uses of funds data
for large corporations have been compiled for each
year since 1939. Data are available upon request to
the Board's Division of Research and Statistics. Pre-
vious articles discussing financial developments for
this group have appeared in the Federal Reserve
BULLETIN in June 1949, June 1950, August 1951, June
1952, July 1953, August 1954, and June 1955.
contributing to the changes in liquidity of
large corporations during the period since
1950 are discussed in later sections of this
article.
FINANCLNG IN 1955
Large corporations continued to spend heav-
ily for plant and equipment in 1955, and
working assets such as inventories and ac-
counts receivable absorbed a much greater
volume of funds than in 1954. Increased
expenditures for plant and equipment were
reported in almost all industry groups. One
of the largest increases was in the commu-
nications industry, where capital outlays ex-
ceeded $1.6 billion, one-sixth more than in
1954. Reduced expenditures were reported
in only three industries—automobiles, food,
and electric power.
Inventories held by large companies in-
creased in 1955, in contrast with liquidation
of stocks in the preceding year. The rise in
inventories was moderate in light of the in-
crease in sales, but the expansion in notes
and accounts receivable was the second
largest in the postwar period.
Net from operations—that is, retained
earnings and depreciation allowances—in-
creased from the high levels of 1954 in
every manufacturing and nonmanufactur-
ing industry except "other transportation
equipment." Greatest gains were in the auto-
mobile and nonferrous metal industries, and
increases were also large for iron and steel
companies. Reflecting the rise in profits,
large corporations had temporary use of
considerable amounts set aside for future
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tax payments. These funds were espe-
cially important in the automobile, iron
and steel, nonferrous metal, and chemical
industries. Expansion of trade debt also
provided large corporations with substantial
sums.
External financing from banks and secu-
rity markets was half again as large last year
as in 1954. Net new security issues were
at about the same large volume in both of
the years, but large companies were net
borrowers from banks in 1955 whereas in
the preceding year they made substantial
net repayments of bank debt. The increase
in bank loans was moderate for the com-
panies included in this tabulation. It should
be noted that a substantial part of the record
increase in total bank loans to business last
year represented lending to sales finance
companies, which are not included in the
Federal Reserve sample, and to trade con-
cerns, which cannot be adequately repre-
sented in a sample of large corporations.
Common stock continued to be the most
important external source of funds for large
corporations in 1955, and proceeds were
one-fourth larger than in 1954. Automo-
bile and petroleum companies were the
principal issuers; there was some decline in
capital obtained from common stock by
communications and electric power com-
panies. Net retirement of preferred stock
was substantial. Issuance of long-term debt
securities remained close to the moderate
volume of 1954.
With external financing and funds from
operations rising rapidly, and increases in
accrued taxes providing additional tempo-
rary financing, large corporations as a group
added substantially to liquid asset holdings,
mainly United States Government securities.
Largest additions were recorded for com-
panies in the automobile, iron and steel, non-
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NOTE.—Chart shows changes in liquid assets holdings during
1955 expressed as percentages of holdings at the beginning of
the year.
ferrous metal, and communications indus-
tries, as is shown in the chart.
Liquidity, as measured by the ratio of
cash and Government securities to current
liabilities, also rose in these industries.
2 The
increase in liquidity was more moderate for
railroads and electric power companies, and
liquidity declined somewhat in seven of the
ten manufacturing industries in the sample.
For most industrial groups, liquidity ratios
at the end of 1955 were lower than in the
years immediately preceding the Korean
War.
LIQUIDITY IN MANUFACTURING, 1951-55
The initial impact of the industrial mobiliza-
tion program on large manufacturing corpo-
rations was evidenced in the expansion of
outlays for fixed and working capital in
2 Changes in other commonly accepted measures of
liquidity, such as the ratio of current assets to current
liabilities or liquid assets to sales, have been similar
to changes in the liquid assets-current liabilities ratio
in the period 1951-55.
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1951, and in the rise in their sales and
profits before taxes. The increase in profits
was more than offset by rising taxes under
the higher normal income tax rates and the
excess profits tax imposed to finance the
defense program, and funds retained from
operations declined slightly. However, funds
laid aside for taxes provided a substantial
volume of temporary financing.
3 In addition,
as the accompanying table shows, large
manufacturing corporations borrowed heav-
ily from banks and in the security markets.
Though liquid assets rose moderately, the
rapid rise in short-term indebtedness (in-
cluding the large tax liabilities) resulted in a
sharp decline in the liquidity ratio.
Net from operations was maintained in
1952, as a decline in profits for large manu-
facturing corporations was accompanied by
the continued rise in accelerated amortiza-
tion of defense facilities and in regular de-
preciation accruals. Reduced profits, how-
ever, led to a substantial decline in accrued
tax liabilities, which absorbed rather than
provided funds in 1952. Although total
outlays for fixed and working assets were
lower than in 1951, the sum of funds avail-
able from operations and from tax accruals
declined even more, and large manufactur-
ing corporations as a group resorted to ex-
tensive external financing. These companies
also drew heavily upon their liquid asset
holdings, and the liquidity ratio declined
somewhat further.
In 1953 the decline in liquidity of large
manufacturing corporations as a group ap-
pears to have halted, largely as a result of a
3 An increase in accrued tax liabilities represents
a temporary source of funds since payments of the
liabilities accrued on current year's profits are not due
until the following year. A decrease in accrued tax
liabilities absorbs funds since it results from an excess
of payments on previous year's profits over accruals
on current profits.
CONDENSED SOURCES AND USES OF FUNDS FOR 198
LARGE MANUFACTURING CORPORATIONS, 1950-55
[In millions of dollars]
Account i
























































































1 Data for these accounts are derived from the more detailed tables
given at the end of this article and from similar tables for other years
published with previous articles.
2 Consolidation of the following items in the detailed table on p.
588: Inventories; receivables minus trade payables; and other uses
and other assets minus current liabilities and other sources.
3 Consolidation of the following three items from the detailed
table: Mortgages, bonds, other liabilities; preferred stock; and com-
mon stock.
4 Liquid assets comprise the two items cash and Government
securities treated as uses of funds in the detailed table.
NOTE.—Details may not add to totals because of rounding.
substantial rise in funds retained from oper-
ations and tax accruals, and a slight further
decline in fixed and working capital outlays.
Plant and equipment expenditures remained
at 1952 levels, but outlays for working
assets declined as in the previous year. The
closer balance between outlays and funds
from operations, along with a reduced but
nevertheless substantial volume of security
offerings, enabled these corporations to re-
pay bank loans and trade debt and also to
accumulate liquid assets.
The year 1954 marked a transition from
the high levels of production primarily asso-
ciated with the defense build-up to the re-
vival of demand from the private sector of
the economy in 1955. Despite reduced sales,
funds retained from operations increased
slightly in 1954, reflecting in part the ter-
mination of the excess profits tax and in part
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a continuing rise in depreciation allowances.
A slight increase in capital outlays was more
than offset by a shift to liquidation of inven-
tories and receivables in connection with
declining sales and production. Funds from
operations were larger than total expendi-
tures for fixed and working capital for the
first time since 1950.
Although the volume of internal funds
available increased in 1954, large manu-
facturing corporations as a group obtained
substantial amounts through new security
issues. Increases in repayment of bank debt
by some companies offset much of the rise
in funds obtained from capital markets by
others, however, and on balance net ex-
ternal financing remained at the moderate
levels of the previous year. Tax liabilities
declined sharply, reflecting the reduction in
profits and removal of the excess profits tax.
Other current liabilities also declined sub-
stantially. With liquid asset holdings rela-
tively unchanged, the liquidity ratio for large
manufacturing corporations rose somewhat.
Profits of these companies reached record
levels in 1955, and the rise in tax accruals
supplied a large volume of funds, in con-
trast with the net absorption of funds the
previous year when payments had exceeded
accruals. External financing also increased.
Expenditures for plant, equipment, and
working assets rose, but an even larger rise
in the sum of funds from operations and tax
accruals permitted liquid asset holdings in
the manufacturing sample to increase by
$2.6 billion, the largest increase ever re-
corded for this group. The liquidity ratio
rose only slightly since large increases in
accrued tax liabilities and trade debt almost
matched the rise in liquid asset holdings.
Although the liquidity ratio for large manu-
facturing corporations as a group was one-
fifth above the low levels of 1952 and 1953,
it was below the levels prevailing prior to the
Korean War.
The impact of the industrial mobilization
program differed widely among manufac-
turing industries, and there have been
marked variations in financial adjustments
even among industries most directly affected.
The diversity of financial behavior since
1950 is illustrated by three major industrial
groups—automobiles, iron and steel, and
petroleum.
Automobile companies. One of the most
striking changes in the relation between
capital outlays and funds retained from
operations occurred in the automobile in-
dustry. In the postwar years prior to Korea,
net from operations frequently exceeded out-
lays by a wide margin and liquid asset ac-
cumulation was large. For the two years
1951 and 1952, however, fixed and working
capital expenditures were almost 75 per cent
larger than funds retained from operations.
In order to finance this gap between outlays
and net from operations, large automobile
companies drew heavily on their liquid asset
holdings and their liquidity ratio declined to
a level about half that at the end of 1950.
With the lifting of restrictions on automo-
bile production in 1953, sales and funds
from operations increased considerably and
the decline in liquidity was arrested. Capital
outlays expanded during 1954 in connection
with extensive model changes. In contrast
with the earlier dependence on internal
sources to finance almost all outlays, auto-
mobile companies engaged in a substantial
amount of external financing in 1954. This
external financing was supplemented by
some reduction in liquid asset holdings.
Nevertheless, the liquidity ratio increased
since current liabilities fell more than liquid
asset holdings. Much of the decline in cur-
rent liabilities reflected reductions in accrued
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tax liabilities resulting from lower earnings
and the removal of the excess profits tax.
Total investment outlays increased in
1955 as a tapering off in plant and equip-
ment expenditures was more than offset by a
resumption of inventory accumulation. Sales
and funds from operations surpassed all
previous marks and liquid asset holdings
increased in record amount. The liquidity
ratio increased sharply and at year-end was
back to the 1951 level, as the table shows,
though still somewhat below pre-Korean
levels.
LIQUIDITY RATIOS FOR LARGE MANUFACTURING













































1 Ratio of holdings of cash and Government securities to total
current liabilities.
Iron and steel. In contrast with the financ-
ing pattern of automobile companies, large
iron and steel producers relied on extensive
external financing as early as 1951. These
companies continued to accumulate a sub-
stantial amount of liquid assets during that
year. Current liabilities showed a marked
rise, however, reflecting the increase in ac-
crued Federal taxes, and the liquidity ratio
declined somewhat. Liquidity fell sharply
in 1952 as the steel strike curtailed funds
from operations and accrued tax liabilities
declined. Plant and equipment expenditures
were at their postwar peak in 1952 and, al-
though external financing remained large,
holdings of United States Government se-
curities were reduced by more than one-half.
In 1953, defense-related investment out-
lays began to decline, funds from operations
increased to new high levels, and liquid asset
accumulation was considerable. A pro-
nounced rise in accrued tax liabilities more
than offset the liquid asset increase and
led to a slight further reduction in the
liquidity ratio in that year. Liquidity recov-
ered sharply in 1954 as the tax rate changes
noted earlier reduced accrued tax liabilities
and helped maintain net from operations at
1953 levels. In contrast with developments
in the automobile industry, capital outlays
of large iron and steel producers declined
to levels well below funds from operations,
the industry was able to add moderately to
liquid assets, and the net volume of external
financing was small.
Last year the volume of sales and funds
from operations reached new highs and,
despite some increase in the volume of fixed
and working capital outlays, liquid asset
accumulation was very large and the liquid-
ity ratio returned to pre-Korean levels. From
1950 through 1953, liquidity declined some-
what less for large iron and steel companies
than for the automobile companies in the
Federal Reserve sample; since 1953, liquid-
ity in the iron and steel industry has recov-
ered more sharply.
Petroleum. Plant and equipment expendi-
tures of large petroleum companies ex-
panded steadily throughout the 1951-55
period, in contrast with year-to-year fluctu-
ations in iron and steel and automobiles.
The volume of external financing by petro-
leum was large only in 1952, and the aver-
age for the five years was less than two-thirds
the average for 1946-48, the preceding
period of expanding outlays. Liquid asset
accumulation was moderate in most post-
Korean years. In 1954, however, liquid
asset holdings were reduced considerably as
accrued tax liabilities declined and external
financing was small.
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During 1955, both fixed and working
capital expenditures and funds retained from
operations of large petroleum companies
reached their highest levels, and external
financing increased. Liquid asset accumu-
lation was moderate, but liquidity declined
as current liabilities, particularly trade pay-
ables, increased. The liquidity ratio at the
end of 1955 was somewhat below the aver-
age for pre-Korean years.
LIQUIDITY OF LARGE UTILITIES, 1951-55
Liquidity trends of large railroads showed
some resemblance to those of large manu-
facturing companies, but financial patterns
differed markedly for other utility industries
included in the Federal Reserve sample. In
the communications and electric power in-
dustries, capital outlays almost always ex-
ceed funds from operations, and in most
postwar years have been more than twice
as great. Consequently, external financing
by communications and electric power com-
panies has been very large, and the timing
of this financing has had a significant bear-
ing on fluctuations in year-end liquidity.
Capital outlays in the communciations
industry have risen in every post-Korean
year. With the exception of 1954, external
financing provided more than three-fifths
of the funds needed, liquid asset holdings
increased, and liquidity ratios rose. In 1954
the volume of financing was more moderate
relative to plant and equipment expendi-
tures, and liquid assets and the liquidity ratio
declined. Last year, however, large-scale
external financing was resumed, liquid asset
accumulation was substantially greater than
in previous years, and the liquidity ratio
increased sharply.
For large electric power companies, on
the other hand, the liquidity ratio declined
considerably between 1951 and 1955. As in
the communications industry, funds retained
from operations increased from year to year
but external financing was undertaken to
finance the bulk of capital outlays. From
1951 through 1953, plant and equipment
expenditures of large electric utilities as a
group were almost three times the volume
of net from operations, and there was a slight
reduction in liquid asset holdings over the
period. With accrued Federal income taxes
and other current liabilities rising, the
liquidity ratio declined nearly one-third be-
tween 1950 and 1953. In 1954 and 1955,
however, capital outlays were below the
peak outlays of 1953. Net from operations
continued to rise, and liquid asset holdings
increased. As a consequence, the liquidity
ratio at the end of 1955 was moderately
above the 1953 level.
NOTE.—Composite Balance Sheet, Selected Income Statement,
and Sources and Uses of Funds data for the group of large corpo-
rations discussed in this article are shown on the following pages.
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COMPOSITE BALANCE SHEET AND INCOME STATEMENT, 1955, 1954 AND 1953
 a
295 Large Corporations in Selected Industries
























Total liabilities and equity
Notes payable to banks, short-term
Trade notes and accounts payable..
Accrued Fed. income taxes
Other current liabilities
4
Notes payable to banks, long-term.
Mortgages, bonds, other liabilities 5.
Preferred stock
Common stock


































































































































































































































































































Total liabilities and equity
Notes payable to banks, short-term
Trade notes and accounts payable
Accrued Fed. income taxes
Other current liabilities
4
Notes payable to banks, long-term
Mortgages, bonds, other liabilities 5
Preferred stock
Common stock

























































































































































































7,866 12,074 10,704 10,586
596 907 792 763
1.175 2,046 1,200 1,032
721 1,143 867 877
1,357 2,152 1,998 2,073
3,129 5,343 5,392 5,426

























































1 Data for 1954 and 1953 may differ from those published pre-
viously, reflecting revisions made to take account of consolidations
and mergers with other corporations, inclusions or exclusions of
domestic and foreign subsidiaries, and changes in the classification
of accounts of the individual corporations.
2 Net of reserve for depreciation.
3 Includes relatively small amounts of intangibles and current assets
not shown separately.
4 Includes current instalments of principal repayments on mort-
gages and bonds, accrued interest and charges, dividends payable,
operating reserves, etc.
5 Includes pension reserves and minority interest in capital stock
and surplus.
6 Surplus reserves include reserves for self-insurance, contingencies,
plant replacement, and possible future declines in value of inventories.
For continuation of footnotes, see next page.
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COMPOSITE BALANCE SHEET AND INCOME STATEMENT—Cont.
295 Large Corporations in Selected Industries

























Total liabilities and equity
Notes payable to banks, short-term
Trade notes and accounts payable
Accrued Fed. income taxes
Other current liabilities
 4
Notes payable to banks, long-term















































































































































































































































































































































1955 ! 1954 1953








Total liabilities and equity
Notes payable to banks, short-term
Trade notes and accounts payable
Accrued Fed. income taxes.
Other current liabilities
4
Notes payable to banks, long-term






































































































































































































































7 Includes depletion and, when reoorted, amortization of tools and
dies and accelerated amortization of defense facilities.
8 Excludes nonrecurring charges and credits to income, tax refunds,
payments of prior years' taxes, gains on sales of assets, and charges
and credits to and from surplus reserves.
9 Includes intangibles.
i ° A small amount of short-term bank loans may be included in
trade notes and accounts payable, and an unknown amount of cur-
rent instalments of long-term bank loans is included in long-term bank
loans.
11 Includes State income and property taxes.
NOTE.—Includes most of the largest companies in each industry
group having fiscal years that end on or around December 31 and for
which data are available in investment manuals and company reports
to stockholders. Manufacturing and trade groups include companies
with end-of-year 1955 total assets of $10 million and over: railroads,
companies with total assets of $272 million and over; utilities, Class
A and B electric companies with total assets of $110 million and over;
communications, American Telephone and Telegraph Company and
principal subsidiaries comprising the Bill System. Details may not
add to totals because of rounding.
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COMPOSITE SOURCES AND USES OF FUNDS STATEMENT, 1955 AND 1954
295 Large Corporations in Selected Industries
[In millions of dollars]
Account
Uses of funds















Accrued Fed. income taxes....
Other current liabilities . ...























Accrued Fed. income taxes....
Other current liabilities
















































































































































































































































































































































































































































































































































































































































































































































1 Company figures which in some cases include, and in others
exclude, dry hole costs.
2 Prior years' tax payments, charges resulting from devaluation of
foreign currencies, and extraordinary uses of funds.
3 Net profit after taxes plus current depreciation accruals and minus
cash dividends paid; noncurrent and nonrecurring charges and
credits to income have been eliminated from net profit.
4 Less than $0.5 million.
5 Proceeds from sales of fixed assets and investments, tax refunds,
and extraordinary sources of funds.
6 Includes State income and property taxes.
NOTE.—Figures were derived from income data and year-to-year
changes in balance sheet accounts, as shown in the Composite Balance
Sheet and Income Statement. Asset write-ups and write-downs,
stock dividends, and other nonfund bookkeeping transfers are not
shown separately, but are eliminated from the income data and
changes in balance sheet accounts in the Sources and Uses of Funds
Statement. Negative figures in the Uses of Funds section represent
sources of funds, while negative figures in the Sources of Funds
section represent uses of funds. Gross uses include negative sources;
gross sources, negative uses. Details may not add to totals because
of rounding.
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